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Date : 
*fqplOrn 

Dear Applicant: 

We have considered your appl. icat ion f o r  recogni t ior i  o f  exemption f t-om 
Federal income tax under Section 501(c)(3) o'f t h e  I n t e r n a l  Revenue Code 
of 1986. 

The infor-mation submitted d isc loses t h a t  you were incorporated on 
************* **** *****   under t h e  nonpr-orit corporat ion laws o f  the State o f  ***** . 

The purposes i n  your A r t i c l e s  of Incorporat ion a re  t r> :  

Operate exc lus i ve l y  f o r  cliari.t,able , educational., 5cient j . f  i c ,  and 
l i t e r a r y  purposes and t o  promote the  educat ion and leadership 
development of youth through establ ishmer~t  o f  academies and courses 
f o r  youth. 

Facts . . . . . . . . . . . .. . . , . . , . 

* * * *  ******  was establ ished t o  b r i n g  abou-t a sense o f  purpose and sel f -worth t o  
teenagers i n  unde rp t - i v i l eged  urban areas using a 1.eadershi.p academy p t-ogram 
based on mar t i a l  a r t s  t r a i n i n g .  This t r a i n i n g  w i l l  be ca r r ied  out i.n an 
" in tens ive in-residence 5-da.y camp" i n  a r u r a l  s e t t i n g .  For t h i s  purpose, y o ~ l  
have obtained the use o f  a school i n  ********** ***** . Ins t ruc t ion  o f  ycut.h i s  
genera l ly  recognized t o  be an educational a c t i v i t y  w i t h i n  the meaning o f  
Sect ion 501(c)(3) o f  the I n te rna l  Revenue Code. 

The camps w i l l  p r i m a r i l y  be done dur ing 1.0-12 weeks of summer. Your 
organizat ion an t i c ipa tes  t r a i n i n g  *********  teenagers per  week. P r i o r  t o  t,he 
camp, students must p a r t i c i p a t e  i n  a I.-day workshop t o  be admitted i n t o  the 
summer camp. Students w i l l  be charged $******* f o r  t h i s  mini-workshop; you 
cu r ren t l y  charge $*******  p e r  atteridee. 



T l ie on ly  dj.re(:'t,or-s o-f t h e  o rgan iza t i on  cons i s t  of ***** ********* and **** * *  **** * * .  
Tn addi1;inn to l..hei.r d u t i e s  as d i rector-s ,  they w i l l  provi.de mat-t ial  a r t s  
i.ris-t;t-~~ct.ion* ********  w i l l  also prov ide  an est,i.matcd 5************ i n  da ta  
process ing  serv ices -for t l i e  organizat.i.oti. The ren~ainder  o f  t he  oryani.za t i c m  ':; 
f ul l -- t , i tne s t a f  -f wi1.3 c o n s i s t  o f  **** m a r t i a l  a r t s  . t ra iners ,  ancl i n te r -pe  r-oonal 
s k - i l l s  t raine?r (psychologi.st) ,  and energy conser-vationisl;, f ~rndrai .ser,  and a 
f a c : i I j . t i e s  manager. The i r  sa1a r i . e~  a r e  as follows : 

Senior- TI.-ai.tiers/Di rec to rs :  ***** *******  and **** *** * * * * *   *$******** $**** *****   
Mar t ia l .  A r t s  Trainer-s: ******* ************ $******** $******** 

* * * *  ******* $******** $******** 
Psychologis t :  * * * * * * **********  $********* $******** 
Conservat i .on is t  : * * * *  * * * * * * * * *  $******** $******** 
F~ lnd ra i se  r** $******** $**** ****  
Faci1i . l ; i .e~ Mar-tagt" :-** $*******   $******** 

* Salary = $******** + 1 /2  ($********  Data Process i r~q  Cos'is 
**  These p o s i t i o n s  have n o t  been f i l l e d  y e t .  

A review of t h e  f i n n n c i a l  i n fo rma t ion  submitted w i t h  your a p p l i c a t i o n  shows 
t h a t  upwards of ** % of t h e  f i x e d  opera t ing  expenses of t h e  organ iza t ion  w i l l  
b e n e f i t  t h e  c rea tors  o r  o t h e r  personnel  earn ing  i n  excess o f  $************ p e r  
y e a r  through disbilrsements f o r  sa l .a r ies ,  se rv i ces  and t r a v e l  expenses. The 
s a l a r i e s  are  s e t  based on p r i v a t e  sec to r  earn ings.  

C u r r e n t l y ,  ******* , * * * * *   and ************ have t h e i r  own f o r  p r o f i t  businesses i n  
d a t a  prccessing and t h e  -teaching/seminar business. * hese i n d i v i d u a l s  w i l l  
r e t a i n  t h e i r  f o r  p r o f i t .  businesses b u t  w i l l  devote ** % o f  t h e i r  t ime t o  * * * *  
****** . Per  your l e t t e r  of ************ **** ***** , you Iiavc p o s i t i o n e d  t h e  above 
s a l a r i e s  t o  r e f l e c t  t h e  compensation received from your e x i s t i n g  p r a c t i c e s  a s  
you r  i n s t r u c t o r s  are accustomed t o  being p a i d  $********** p e r  day. 

The t r a i n e r ' s  schedule d u r i n g  t h e  summer i s  ** (**  -hour) days on, *  days off ,  
and ** days ass:i.sting i n  short, s h i f t s .  The remainder o f  t h e  year, t he  
fu l l - t j .me i n s t r u c t o r s  a r e  expected t o  average *** hours p e r  week. This t i m e  
w i l l  be spent w i t  t i  p romot ional  p resentatj.ons , conduct ing 1-day works hops and 
fol.1.0~-up v i s i t s  t,o each o f  the communi.-ties sending teenagers t o  t l ie summer 
camp. At t h i s  pc in t ,  you a r e  a n t i c i p a t i n g  **  communities w i l l  become 
invo lved.  The fol low-up v i s i t s  a r e  expected t o  be one . f u l l  day p e r  month f o r  a 
minimum periocl  o f  one year; therefore,  t h i s  t r a v e l  alone would requ i re  **   days 
pet- tnonth. You have a l l o c a t e d  $********** for  a l l  t ypes  o f  t r a v e l .  I n fo rma t ion  
on s p e c i f i c  c i t i e s  and persons o r  con~munity l eade rs  t o  be contacted rega rd ing  
your- progranl has no t  been prov ided as requested. 

The d e s c r i p t i o n  o f  t l ie  t r c v e l  i s  vague and has not i d e n t i f i e d  any c i t i e s  which 
have shown an i n t e r e s t  i n  your  program. Consequently, you have no t  shown t h a t  
t h e  amount a l l oca ted  t o  t r a v e l  i s  i n  fu r therance o f  an exempt purpose. 



S~!(:f;i~n 50.1 ((1 1 ( 3 )  ~:.f the Cocle provi.das f o r  the exemption from Feclet-a1 inconte 
t,ax of cot-pot-at.ionr organi zed and (>pet-a.t.ed exc lus ive ly  f o r  rel.i.gious , 
cha t . i t .ahl .e ,  Iitet-nl-y , sc ien t - i f  i.c, and educational. pu tposes; no pa r t  o f  the r ~ e t  
earnings of wh.ich inures t o  any p r i v a t e  shareholder or i n c l i v i d ~ ~ a l .  

Section 1.501(c) (3) -  I of the  Income Tax Regt.lla.tions re la tes  t o  the d r f  i r i i  t i o n  
of' t he  organization and wet-a t ion o f  organizations described i.n Section 
.SOJ.(c)(3). I t  i s  cluoted, i n  par t ,  as fol.lows: 
" (3  Org.a!!jz,at.iqnal $ ~ d , ,  ,.o~e..~,~.t.:i~or?al..,,, t,e?t.? . ( 1) I n orcJe r to be exemvt as e-ln 
organi.zation described i n  Section 501(c)(3), an oryar-~ izat ion must be both 
organized and operated exc lus ive ly  for  one or more o f  the purposes spec i f ied  
i n  such section. I f  an or.ganizati.on f a i l s  t o  meet e i t h e r  the organizat ional  
t e s t  o r  the operational t e s t ,  i t  is 11ot exempt. ( 2 )  The term "exempt purpose 
o r  ~ ~ l r p o s e s " ,  ;,s ~~cied i:: t h i s  section, means any purpose o r  purposes spec i f i ed  
i n  Sectiorl SO.L(C) ( 3 ) .  . . ." 
" (c C)prrat.iona.l t e a t .  (1 Primary; ac.t.i.viti.e,~. An organirat i-on w i l l  
be regarded as "operated exc lus ive ly  f o r  one o r  more exempt purposes only if 
i t  engages p r imar i l y  i n  a c t i v i t i e s  whlch accomplish one o r  more o f  such exempt 
purposes spec i f ied i n  Section SOl(c)(3). An organizat ion w i l l  not be so 
regarded i f  more than an insubs tan t ia l  p a r t  o f  i t s  a c t i v i t i e s  i s  not i n  
f ur the ranee of an exempt PU rpose . ( 2 D f s t  ribl!t ion .... of. .... ea.m.5~.nc1s. A11 
organizat ion i s  not operated exclusive1.y f o r  one o r  more exempt purposes i . f  
its net ~ a r n i n g s  inure i n  whole o r  i n  par t  t o  the bene f i t  o f  pr-ivat,c 
shareholders or  ind iv idua ls .  . ," 
Section 1.501(~)(3)- l (a)  o f  .the Income Tax Regulations provides tha t  i n  order  
t o  be exempt as an organizat ion described i n  Section 501(c)(3), the 
organizat ion must be one t h a t  is both organized and operated exclusively f o r  
one or- more o f  the purposes spec i f ied  i n  t ha t  sect ion.  I f  an organi.zation 
f a i l s  .to meet ei.ther organizat iona l  3r  the operat ional  t e s t  i t  i s  not exempt. 

Section 1.5OL(c)(3)-l(e)(l) o-F the Income Tax Regulations provides t h a t  "an 
organizat ion w i l l  be regarded as 'operated exc lus ive ly '  f o r  one or  more exempt 
purposes only i f  i t  engages p r i m a r i l y  i n  a c t i v i t i e s  which accomplish one o r  
more of s~ i ch  exempt purposes spec i f ied  i n  Section 501 (c) ( 3 ) .  An organizat ion 
w i l l  no t  be so regarded i f  more than .3n insubs tan t ia l  p a r t  o f  i t s  act , iv i t ics  
is not  i n  furtherance o f  an exempt purpose." 

Section I. .5O l (c ) (3 ) - l (d ) ( l ) ( i i )  o f  the Income Tax Regulations provides 
t h a t  an organization i s  not organized and operated e x c l ~ s i v e l y  f o r  
exempt pilrposes unless i t  serves a pub l i c  I-ather than a p r i va te  in te res t .  
Thus, i t  i s  necessary f o r  an organizat ion seeking exemptioli under Section 
501(c)(J) t o  estab l ish t h a t  i t i.s not  organized o r  operated f o r  the bane f i t  of 
p r i v a t e  in te res ts  such as designated ind iv idua ls ,  t i le  cr-eator o r  h i s  fami ly ,  
 hareh holders o f  the organiza.tion, o r  persons controLled, d i r e c t l y  o r  
ind i l -ec t l y ,  by such p r i v a t e  in te res ts .  

I n  Revenue Ruling 69-266, 1969-1 C.B. 151, an organizat ion formed and 
control l .ed by a doctor of medicine, h i red t o  conduct researcl? programs 
cons i s t i ng  o f  t r ea t i ng  pa-tientsj who were charged p r e v a i l i n g  fees f o r  services 
rendered, was not exempt under Section 501(c)(3) because the operation o f  t he  
organizat ion d id  not s i g n i f i c a n t l y  d i f f e r  from the p r i v a t e  pract ice o f  
medicine f o r  p i -o f i t .  The organizat ion was operated by the creator essen t i a l l y  
as an attempt t o  reduce h i s  personal Federal income t a x  l i a b i l i t y  while s t i l . 1  
en joy ing the bcnef i t s  of h i s  earnings. 



I t - I  R i  1.1. W i .  icl;t, ' 5 ,M~?t!:>r:spo.r.t. . ~dvqcam~?r l t , .  Cr-!.~%,:.l.de v. . C o m ~ ~ . j . g ~ ~ i . ~ ~ l e r  56 TCM 140.1. , 
?.he cc,ur.t conc11.1dec~ t.he or-ganizat ion f a i l e d  to c a r r y  i t ' s  b1.r rden OF show:ing 
t!-l<:ll, i t  wds opera.ted esclus ive l .y  f o r  exernpt purposes because the rncl jor pl.ll.9~lit 
o f  tl-te organi.zat ion was. ' to prc7nlot.e t h e  f i n a i i c i a l  we l l - be ing  o f  -the c o ~ ~ ~ n ~ e  r c ; i a l  
ancl compt?t.i.tive motorsport  i n d u s t  r.y. The court, f u r t h e r  f ouncl t h a t  the 
or-gnni.za2.iun fa.ilecl .to prove i t s  net earnings clid no t  inur-e t o  t he  b e n e f i t  o f  
a p r i . va te  i l ld:ividua], s ince t h e  organi.zat ion's president.  was pa id  substant. ial .  
amourits for 11i.s serv ices  . 

In const ru ing  the meaning o f  t h e  phrase "exc1usj.veJ.y f o r  educat ional  purposes" 
i n  B e t t e r  . Bu?i.ncss . Rl-!.rea.u...,v ... .V...S ..7..: . - . 3 ? 6 U  ,.S .,, ..?!9.. .S 19.45:) t h e  Supr-enle Cot.lrt of 
t h e  Unitecl States said,  "Th is  p l a i n l y  means t h a t  t he  pr'esence o f  a s i n g l e  
 o on-educational ~ L J  rpose, i f  subst,ant ial .  i n  nature w i l l  dest l -oy the  exemption 
regard less  01' the number o r  impor-tance o f  t r u l y  e d u c a t i o n a l  purposes" . This 
stal;err~ent; app l ies  equa l l y  t o  any category o f  c h a r i t a b l e  purposes under Sect ion  
SOl (c j (3 )  o f  t h e  Code. 

Yoilr organ iza t i on  is s i m i l a r  t,o t h e  one descr ibed i n  t h e  above revenue r u l i n g .  
A board of d i r e c t o r s  which i nc ludes  community rep resentat i .ves i s  an i n d i c a t i o n  
t h a t  t h e  organ iza t ion  w i l l  se rve  p u b l i c  r a t h e r  .than p r i v a t e  i n t e r e s t s .  Since 
yol-rr- boa rd  does noi. incl.ude community involvement, i t  appears the 
o rgan iza t i on ' s  pr imary f ~ l n c t i o n  i s  to  serve t h e  p r i v a t e  i n t e r e s t s  o f  i t s  
c rea to rs  r a t h e r  than the  pub1j.c. 

As i r !  t he  Bill Wil.dt, case, you have n o t  shown t h a t  you a r e  organized 
e x c l u s i v e l y  f o r  exempt purposes; you have not  shown t h e  po ten t i a l .  f o r  
s u b s t a n t i a l  earnings or- t h e  p o t e n t i a l  t o  have t i le  o r g a n i z a t i o n  subsid ize your 
involvement i n  m a r t i a l  a r t s  a r e  merely i n c i d e n t a l  t o  y o u r  exempt a c t i v i t i e s .  
You have not  shown t h a t  the payments are  reasonable under t h e  circun~stances 
and d o  n o t  violat,e the p r o h i b i t i o n  aga ins t  any p a r t  o f  n e t  earnings i n u r i n g  t o  
t h e  b e n e f i t  o f  a p r i .vate i n d i ~ i . d u a 1 .  These non-educat i o n a l  purposes prec lude 
exempti.on si.nce you a re  no t  c a e r a t i n g  exc lus i ve l y  f o r  educat ional.  purposes. 
In  s h ~ r t ,  you /lave not  shown t h a t  you are operat ing any d i f f e r e n t l y  than a for 
p r o f  it e n t i t y .  

Las t l y  you have not  shown you can car,; o u t  your e d u c a t i o n a l  purpose s i n c e  as 
you say t h e  j u v e n i l e  c o u r t  system i s  harder  t o  i n f i l t r a t e  than ant i .c ipated. 
You have not  si10wn t h r o ~ l g h  correspondence o r  o t h e r  ev idence t h a t  t h e r e  a r e  
communities w i l l i n g  t o  cooperate w i th  your o rgan iza t i on  t o  accomplish the  
s ta ted  qoals. 

We have concluded, based upon t h e  f a c t s  and evidence o n  f i l e ,  .that you a r e  n o t  
operated exclus i .ve ly  a s  a c h a r i t a b l e  or educat iona l  o r g a n i z a t i o n  descr ibed i n  
Sect ion 501(c)(3) of t h e  Code because a substant. ial  amount of your a c t i v i t i e s  
and operat ions are d i r e c t e d  towards t h e  improvement and advancement o f  t h e  
p r o f e s s i o n a l  i r i t e r e s t  of your members. 

Accordingly ,  we have concluded t h a t  you a r e  n o t  e n t i t l e d  t o  recogn i t i on  o f  
exemption from Federal Illcome Tax under Sect ion 501(c)(3) of t h e  Code, s ince  
you a r e  n o t  organized and operated e x c l u s i v e l y  f o r  c h a r i t a b l e ,  r e l i g i o u s ,  o r  
ot l -~er  exempt purposes w i t h i n  t h e  meaning of Sect ion 501(c) ( 3 ) .  



Please k e e p  t,l-1i.s cletal-mination l e t t e r  i n  your permanent r 'ec~rds. 

I f  y o ~ l  agree wit.h t.tiis determina.tior-I, p l ease  s i g n  ancl r e t ~ . ~ r n  the enclosed Form 
6019. 

X f  we d o  n o t  hear- f ro:e you w i t h i n  30 d a y s  f r-om t he  cl?.te of t . h i . s  l e t t e r ,  
t h i s  determination ~vj.l.1 become final. .  

* * * * * *  ******* 

Enclosures : 
Publicat,ion 892 
Form 0018 


